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The attached memorandum, which provides
comments on a draft OECD paper on East-
Wast trade, was requested by Mr. James
Libera, EUR/RPE, Department of State, -
-The OECD draft was being tabled for
consideration in meetings of the
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.

Secretariat§f on 7 and 8 March. 25X1> ‘;
N
.Chief .
Trade Branch =~
Soviet Economy Division
Office of Soviet Analysis
7 - ’ S _ Bate 15 March 1983 .-
S i ﬁ 10‘ %‘m . -..;:-r.nn-
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i ;. 1« DDY Actfon Staff 1 - BOVA/DY/D
1 - ED/DCI - S - CPAS/IMC/CB
1 = NI0O/Economics 1 = SOVA/SE/T '
S SA/I&!‘BC; _ .
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CONFIDENTIAL

3 Mareh 1983

A'Comments on OECD Secretariat Draft Paper
' on East~West Trade

'ﬁoth'the Office of‘Eﬁ}opean Analysis and the Office-of
Soviet Analysia have reviewed the OECD &réft. While the OECD
paper represents a useful start in describing btoad trenda in
Eaat-West trade, our main concern is that it does no: provide
enough focus or analysis to help policymakers deal with this

complex and contentious subject. RWhat is needed in a future

'??  draft is & framework that would give direction to the statistical

pnulysis contained in the paper.

The .Temaining pottion of this memoraﬁdum contains some
general comments on the paper, as well as some specific points
that need to- te‘tortbcced or further clar%fied.

bel'lﬁ ral bommentu ¢

- Because the paper takes a global and highly nggregative
| approaeh to Eaat-West trade, it nisses key differenee:
_.between the East European countties and thc USSR. For
example; although the paper alludes to differances in.
freaource endowment, product content of tr&de flows, and
-tbc direction at trade, it preaents no realvdiecnssion
_of what these differences are and what théyfimply for
Bloc trade wtih the OECD,
== %Yhe paper faills to assess in specific te:mk wﬁy.E4st~
West trade is 1m§ortant to both the East And‘ﬂcat.

despite the fact that it 41s a rélatively‘small shére Bf
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most of the countries' total trade;' It also needs to
take & more detailed look at the question of X
interdependence between Eastern and Western Europa;b

w~ Tha paper fails to analyze how the East Eu:opeank”

= 'cuuutries got themselves into their current ecouomic and
financial situation or how they can be expected tc deal
with themn beyond short term measures. Future uptions
ana prospects are not adequately aasenied. |

F; The paper does not explore the trade policy options that
the QECD countries could develop eicher in dealing with
Baustern Burope (differentiated from the USSR) or with
the USSR alone. The issue of a differentia:ed Qt:ategy

- viu-a-vis Eastern Furope is not considereda
~on Insufficient attention is given to che linkage between
 "crests and trade and between developmants in the

domestic sectors of all these ecenomies and thair frade
pexformance and poiicf. Indeed, excep: for a few ;
fleeting references to financial iesues at the. end of
bthe paper, credit matters are largely ignored. |

~= While the paper points to a boost in iutra~CEMA trade
and trade with LDCs as options for the East European Six
(a8 they now face a net resource outflow to the west),
not enough evidence or analysis is presented on the_

Viability of such options and what they imply for East-
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Specific Comments:
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»;trade is 1nc1udad, most notably for 1981 and 1982.-€M

ﬁpercentage terms.

Para 3. The fact that Eastern Europe increased importo

of agricultural commoditiea and 1nduatxi&1 raw materialg

after 1975 as well as imports of machiner; is tgnoted.,

Para 8. The statement that Poland 15 still 1the OECD's

second most important partner ‘among the Bast Bnranaahf”gr

_cnuntries“ 15 questionable@ espacially if 1nner°German

--e'rara 9. The draft says that "there were espncially

}‘inportant monetary effecta during 1981" wlthou: atating

. Wwhat they were or why they ware importanz. Hbrp

1ufarnation on this point should be preaante&,;as.Well

 as eome discussion on their relationship to trade flowe;:f'

. The pardgraph also fails to consider thatVEasiikﬁiopeeqrﬁ“f

Six trade with the LDCs starts from a vaxry low base. '

;harefore, even modest 1ucreasaa will be 1arge in'

" para 10. The draft does nét'consider the koie Qé

- government export credit aubsidies in the sales of
"}certain key commodities in East-West trad@.. cauada;“i‘
ﬁ Japan, and the USSR have all aubsidized their exports;eif~
"wheraas UsG support of 1ts grain sales has been ninimal

" er nonexistent. Sales to Poland and to a limited degree fT

to Hungary have been modest giceptions thrOuéﬁ the CCC _ﬂl

programs.

Para 14. In the case of the USSR, all of the.abiét

toward o1l was the result of increased prices, {.e., the

3 :
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volume of oil exports to all hard currency cpuﬁtriés did

uotlincreaae any faster thén the volume Qf hoﬁ*oil

exporté. Thus, in constant dollars. the share of oil in  ,%
T tac&1\exports was about 17 percent in both 1970 snd Gii?iv

1980,

o' Para 16. The data on Soviet oil expozts 1n 1931 and , 'f; :@
1982 included trade with Belgium ounly for the firea -
qnarger of‘the year, 'whereas the data for eatlier yeérsl  ‘§

, j'jf - include Belgiam without intetruption.' Hot26#§g;"£he: R ;

| total reported for the first.nine months of 1?82‘(49.3  fi:i
nilijon metric tons) differs from our estima£e10£'47;9 . iii
miilion tons, which was based cn”publisﬁed GECﬁﬂdata;for_“;fiv
 January through June supplemeﬁﬁe&-th?oﬁgh tﬁé_:ﬁird ' :?~:i
. quarter Qith information which‘thé_EnergyinepdfénEh; |

auppliad to us from the IEA,

- .§$£gmll. The USSR does pay transit fees toff}:g'“
Cee éhoslovakia, A -
- =~ Paxa 18. In the case of the USSR, the greatly increased ';iﬂ
" need for agricultural importa}due to poot‘hérvests led
Moscow fo reduce imports of machinery and eéﬁiémgnt.
Algo, note tﬁat Soviet imports of Western mach1§ery and
equipment have been declining.in real terms since 1976.

-=- Paras 18-20. The draft describes shifts in the

cOmmodity composition of East European trade but doesn t

discuss why this occurred in terms of either the
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w= Para 21. Eaat European enexgy conservation poiiciea
should be auaresaed«-pat:icularly with rerezenee to
Hungary and the GDR, where some succadg has been
achievad. ‘ ': _

== QPara 23. We believe that in discuesing the poéential
"for Soviet exports of natural gas a sloser 100; aaeds to
be givea to the 1ikely level of West:@t‘n deaand, o '25X1“1‘?‘>':»
eapecially in view of weakening oil pricea. e ‘ [

Please add the following‘at'the end
of the paragraph: "Moreover, as much as ona—fifth of
annual crop production is lost as a resvlt of tha lack

of trausportation and equipment for tlmaly'ha:vea;ing.'

storage, and Processing of farm products.”

. E ~- Para 26.

Such a low forecast for ‘Erain imports

.impliea either (1) much larger average grain crops than
_we see likely or (2) much lowar ‘meat prodnction than we :Qlwg'

believe the regime can accept, We think that averaga

Soviet imports will epproach 30 mmt in the 1aat half of
the 1980s. '

25X1

: s |
CONFIDENTIAL
m.\'

&

Sanitized Copy Approved for Release 2010/07/13 : CIA-RDP85T00287R000501040001-3




Sanitized Copy Approved for Release 2010/07/13 : CIA-RDP85T00287R000501040001-3

bf"’,‘*‘b"“m.‘.‘h“ i e e e oA e o9, 513k el He e M .' b - 1 i thorn, iy btk gickiy OO’NPTX)M?T‘X’B*'&“WWWEA“ : . F— .

== Para 28. Ve suggest aubstituting the iallowing

: paragraph’ “Creater self-gufficiency 13 anot a nnw goal

b_of Eaat European agricultural policien; it was puxsued

in the past in connection with attempia teo ‘boost

'domentic production. in the present economie and
financial squeeze, the East Europeans are alao txying to.  
achieve self-sufficiency by reducing consumption of |
Iiveagdck products, particularly meat, -Pr[cesié!‘méjch :
food'products,vand par:icularly those of meat ahﬁ other
livestock products, have been raised in - almost a!l Eaac
European countries in an attempt to damgan demané. This
seems 1ike1y to have an appteciable effact on dcsand.f»wf“,’
The level of meat consumption 1s expected to incrtasa on'
avarage only marginally, it 18 expected to £all in 2
Poland and Czechoslovakia," ' _ : L ?'flw‘

- Paré 29; Reductions in grain import levelé bj East

European countries are based on political as weli a5

economic considerstians._ Consumer reaction to the lack
of food availability could have serious political

implications.

-~  Para 30, Do'ydu mean 20-30 wmillion tona over fﬁe five
yaar period? Since the 1ncreasa in worxrld grain trade'
over th# last decade responded in large part to tne

Soviet and East European market, even a small decline ih ‘

[ R PV o '--1.11 ______ rld s
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Para 40, The draft notes that Eastern Europe and the

European OECD countries have lost ground in Ragt~Wesnt

‘trade because their mutual trade ia concentratad to a

grester extent in industrial goods, but does not give an
adeguate explanation for this slippage. Westetrn

recession has heen a contributing factor, as well as

S e
d Sop

Eastern Europe's decision to cut e#pital goodsl
imperts. Since these elementa provide a clear
illuséfation of economic 1nterdependence, they should be

h;ghlighted in the analysis.

Pare #4. The statement about thé”hahking comﬁuﬁiﬁy ot

WL et

wishing to increase its exposure may not be ttue 1o the
cage of the USSR as long as the credits are used to
gsupport the exports of custowera of Western bauks.
igggﬁﬁﬁ,k According to the draf:, “1ntetnat10na1
financial institutions (IMF, Biéj have recently had to
stepr in to provide bridging loan;;to the mora sfposed

Eagtern countries“ Only Hungaty und Romania nre

eligible for IMF assistance, and the BIS has provided

sssistance oanly to Hungary.

Pargﬁdﬁ. We assume that the dtaft7£s talking éﬁéﬁtva

‘ervedit ‘squeezre on Western gavernmeat*backed_cre&its,

" since this is the type of credit mainiy uged tb’finance

 turnckey projects and major equipment deals, The fdea of-

a sgueeze on such credits does not, huwevet, appear to
be consistent with the thoughts expressed laCer In the

same paragraph, Doesn't intensified competition among

CONFIDEFTIAL : ' \
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Wes:ern éxporters and even greater backing en part the
of Wegtern governments 1mply increased competition in

credit offerings?

Para 47. The USSK is algo in the pProcesas oi:firming up

sizable contracts for the Astrakhan sour gas'gxoject and

is considaring other gas projects.

a0

Pat& &8. On the other hand, the world piieerf oit

could decline even further. Each drop of $1 a bharrel in

the price of o1l would result in a roughly $450 aillion,

~decline in the value of hard currency revenue.‘

~XParn 50. The draft fails to point out that the GDR

registered a surplus in its trade with the 0ECD~ia 1982,
nor daes it indicate that Czechoslovak economtc

stagnation is a long—term phenomenon predating 1981 and

1982,

Pare 51, The current economic recession has aomplicated
» Eastern Europe ] effort to incraase exports te the QECD.
~Para 33, A large part of the shiftew-gp least in the

. case of the USSR——in the composition of Eas: European :

.>debt sway frOm commercial borrowing wae due to 8 pclicy

of euppressiag imports in order to keep borrowing down,

. Para 34, The draft does not take into account the

Curreut account surpluses achieved by all of the East

 European countries but Poland and Hungary in 1932. The

refetence to " intra-CEMA lending by the Soviat Union as
an altafnacive means of fimancing 1is question&hle. We

have &een no evidence of new hard currency lending to

CONFIDENTIAL
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Eastern Europe by Soviet banks. In fact, Hungary has
.c0mp1ained that CEMA banks withdrew funds last_yggr.
-- Para Sﬁ,' Does the $24 billion in East European debt

maturing ip 1982 include short-term debt? Does it

include interest payments falling due?

e AT
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